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CENTRAL INTELLIGENCE AGENCY
Stanley Sporkin, the General Counsel of the U.S. Central Intelligence Agency, and former
director of the Securities and Exchange Commission's Division of Enforcement, has
been nominated by President Reagan to be U.S. District Judge for the District of
Columbia. Prior to joining the CIA on 5/18/81, Mr. Sporkin began a career with the
SEC on 11/30/61, serving in various legal capacities and culminating in his appoint
ment as Director of the SEC's Enforcement Division. Among the numerous awards which
Mr. Sporkin has been accorded is the President’s Award for Distinguished Federal
Civilian Service, the highest award of the Federal Civil Service, which he received
in 1979. Mr. Sporkin received his B.A. Degree from Pennsylvania State University
where he was elected to Phi Beta Kappa; and received his law degree from Yale. He
is also a Certified Public Accountant and a member of the AICPA. Mr. Sporkin's
nomination most be confirmed by the Senate, after a hearing by the Senate Judiciary
Committee. No hearing date has yet been established.

OFFICE OF MANAGEMENT AND BUDGET

New rules intended to implement the Single Audit Act of 1984 have recently been issued
by 0MB Deputy Director Joseph R. Wright (OMB 85-12). The single audit rules, issued
in 0MB Circular A-128, "Audits of State and Local Governments, " will return author
ity to State and local governments to conduct their own audits; increase flexibility
for these governments to perform audits according to their own practices and proced
ures; and increase Federal reliance on State and local efforts. The rules will
eliminate costly overlap and duplication, and minimize overall audit costs. In
announcing the new rules Mr. Wright stated, "We believe the taxpayer deserves the
assurance that comes from a single audit, that there are no major gaps in audit
coverage and that they are getting the most for their tax dollars. "We currently
have Federal auditors, State auditors, and local auditors auditing the same organiza
tions, and this doesn’t make sense. Congress’ actions have allowed us to issue rules
today that will eliminate this duplication. This is a major step in streamlining
the way the Federal Government does business."

SECURITIES AND EXCHANGE COMMISSION

Regulation of the government securities market through government oversight and greater
dealer disclosure is the goal of Sen. Alfonse M. D'Amato (R-NY), Chairman, Secur
ities Subcommittee, Committee on Banking, Housing, and Urban Affairs, according to
his statement which was released on 4/17/85. He continued this proposal during a
hearing to consider the SEC’s request for reauthorization for fiscal years 1986-88.
Sen. D'Amato commended SEC Chairman John S.R. Shad, the Commissioners and Staff and
then turned his attention to the "recent problems associated with the government
securities market." Sen. D ’Amato summarized a number of bankruptcies, beginning with
the Financial Corporation of Kansas City and ending with E.S.M. Government Secur
ities, Inc. and B.B.S. Government Securities. In his discussion of the forced
receivership of E.S.M., Sen. D ’Amato stated that "amid E.S.M. Securities’ alleged
fraudulent double pledging of securities and a public auditor that by appearance
was hardly independent, was the recurring practice of customers, in this instance
S & L's, of loaning money and not taking possession of the securities. The question
that will linger is how could E.S.M. Securities gotten by with what they were doing
as long as they did?"
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Among his recommendations for corrective action were: the education of the pub
lic regarding taking possession of collateral; avoidance of undue concentration with
any one dealer; greater communication among the regulators, and finally, required
financial disclosure of government securities dealers, while subjecting than to cap
ital adequacy standards, oversight, and review. Sen. D'Amato concluded by stating
that "in the caning weeks I will be introducing legislation intended to accomplish
these goals. Based upon consideration of cost and efficiency I feel that the most
prudent course of action is to subject the now unregulated government securities
dealers to the oversight authority of a self-regulatory organization, in this case
an expanded Municipal Securities Rulemaking Board." His Subcommittee has scheduled
a hearing on this issue for 5/2/85 in Room 538 of the Dirksen Senate Office Build
ing. No time has been established.

SECURITIES AND EXCHANGE COM MISSION
Consideration of amendments to Regulation S-X, has been rescheduled for 4/23/85 by the
Commission. Originally scheduled for 4/16/85, the SEC will meet on 4/23 to discuss
whether to issue a release proposing amendments to Rule 3A-02 of the regulation con
cerning consolidated financial statements of the registrant and its subsidiaries.
The meeting is scheduled to begin at 2:30 p.m. in the Commission Meeting Room, 450
5th Street, N.W., Washington, D.C. For additional information contact Dorothy Walker
at 202/272-7343.

SPECIAL: LEGISLATION TO REGULATE GOVERNMENT SECURITIES DEALERS
H.R. 2032, the "Public Securities Act of 1985”, was introduced by Energy and Commerce
Committee Chairman, Rep. John D. Dingell (D-MI) on 4/15/85 with bi-partisan support
which included the Committee's Ranking Minority Member Rep. James T. Broyhill (R-NC).
According to another co-sponsor of the legislation, Rep. Timothy E. Wirth (D-CO),
Chairman of the Energy and Commerce Subcommittee on Telecommunications, Consumer
Protection and Finance, the bill "would add to the authority of the Municipal Secur
ities Rulemaking Board, giving the Board authority to set rules for government
securities dealers, and renaming the Board the Public Securities Rulemaking Board.
The SEC, the National Association of Securities Dealers and the banking regulators
would continue to have supervisory authority over institutions under their juris
dictions and would enforce the rules of the Public Securities Rulemaking Board.”
The bill would also direct the SEC to establish the Board which would be composed
initially of 17 members appointed by the SEC in consultation with the Department
of the Treasury and the Board of Governors of the Federal Reserve System. No hear
ings on this bill have been scheduled as yet.
In a related matter, Sen. Alan Cranston (D-CA) introduced S. 936 on 4/17/85,
a bill identical to Rep. Dingell's bill, H.R. 2032.

SPECIAL:

ACCOUNTANTS ASKED TO EXPLAIN AUDIT PROCEDURES TO HOUSE SUBCOMMITTEE

A "look further into the responsibilities of the independent audit firms which were in
volved in verifying the transactions of E.S.M. Government Securities, Inc." was the
subject of a 4/17/85 hearing by the Oversight and Investigations Subcommittee of the
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Energy and Co mmerce Committee. Witnesses included Mr. Frederick D. Wolf, Accounting
and Financial Management Division, General Accounting Office; Mr. J. Michael Cook,
Managing partner, Deloitte Haskins & Sells; and Mr. Lee Brown, Partner, Arthur Ander
sen & Co. and regional director of their accounting and audit practice. According
to Subcommittee Chairman Rep. John D. Dingell (D-MI), Deloitte Haskins & Sells and
Arthur Andersen were requested to appear "to explain their audit procedures for
American Savings and Loan and Home State." Mr. Wolf testified in response to the
Subcommittee' s request for an outline of "audit standards and procedures which are
relevant to an audit of a financial institution involved in significant government
securities repurchase agreements with unregulated government securities dealers."
He summarized his remarks by stating that "it is incumbent upon the auditor to under
stand the nature of the client’s business and the related risks associated with that
business and transactions and to design appropriate tests to achieve the objectives
of determining the existence, ownership and control over the assets and liabilities
reflected in the financial statements and to insure that they are properly valued,
presented and disclosed." Mr. Cook testified and in his opening statement was
critical of a "flood of press reports on the failure of ESM" which "failed to dis
tinguish among auditing firms and have failed to note that the audit responsibilities
were significantly different for ESM's auditors" than for his firm as American Sav
ings' auditors. In a lengthly statement on behalf of Arthur Andersen, Mr. Lee Brown
stated, "We firmly believe that our audits of Home State for calendar years 1981,
1982, and 1983 were performed in accordance with generally accepted auditing stand
ards. In all three years we went beyond what is normally considered to be 'generally
accepted' to be sure that Home State's annual financial statements fully and fairly
disclosed the relationship between Home State and E.S.M."

For additional information please contact Gina Rosasco or Nick Nichols at
202/872-8190.
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